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Janunry 1042

Direct Price Control in Great Britain’

By E. R. Hawkins

N Gireat Britein, a2 inn this countuy, the hasic cause for

rising prices has been the increase in monctery
demand relative to the supply of geods evnilabla for
sale. Consequently, the primary mensures for control
of pricea ave those designed to inereass commodity snp-
plies and to decrease, through tnxation and savings, the
amount of purchasing power svailable for civilian ex-
penditure on goods,  As suggested in o previous article,
these bread mensures may be insufficiont because it is
diffieult to incrense supplies after full smployment has
been attained or fo raise taxes ond snvings commensu-
rate with the enowmous ipercase in purchasing power
created by government expenditures for war purposes.
Aceordingly, the povernments of both Grent Britoin and
the United Stntes have engoged in direst control of
epecific commodities by price orders.

Such direct prica ¢antrol not only supplements fiscal
control of the general prics lavel, but alko provides
“galectiva” pontrol of individual cornmodities for specifie
purpnses.  Some of thess purposes are;

1. To stimulate production of casentisl goods snd
discourage production of nonessentinls.

2. To maintsin price balance between poods.

3. To prevent profitecriog on specific itams.

4. To permit lowsr income proups to obtain gosds
important for eivilian health and morala.

Methods of Direct Price Control

Direct, control of prices in Grest Britain is decentral-
ized, no aingle agency lnving been given over-all prics
juriediction. Hents are controllad by the Mimistry of
Heslth, ehipping nnd traneport by the respective
Minietries of Shipping and of Tranaport, electricty,
gas, water, and fuel by the Board of Trads, certein raw
ranterials by the Ministry of Supply, food by the Minis-
try of Food, and nonfood consumers’' goods by tha
Bosrd of Trade. The method: of control exercised by
thesn ngencies differ grently.

Raw Matorlals.

The Ministry of Supply, which was established on
duly 18, 1939, has the toak of ¢ontrolling the prices and
suppliee of row maierigla, and of providing for the
Army's entire nesde of munitions, stores, snd equip-
ment. Control of prices is based ypon the Emergency
Powers {Defence) Act of 1939, which was possed o fow
doys before the daclaration of war® This act gives
the Government broad powers to male any regulativns
that appenr necesaary or expedient for the defwnss of

1 This ia th peeond of Lovg arliales oh e comieol of prisss io Grgat Brltadn. AL
ot 5 14 banod o tho Intost dote cesilobie, It b, of courny, subdoct B rporvotions
inppapeqh o reeend champes, T fosk artie, whiih spreded o fbo Docembar 17308
vt piioerned (U Uw over-all Oocal snd Indirent eowiools of i peoeral prive lvsl.
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the reaim, the efficient prosecution of the war, or for
meintaining supplies and services esseatiol to the life of
the community. Reglation 53 of the Defence (Gen-
ernl) Regulotions of 1939, issued vnder sethority of the
Emergency Powers Act, specifically provides that aoy
competsnt authoriby may by order provide for con-
trolling the prices at which sommodities moy be sold.

Within the Ministry of Supply, separate sections
were set wp for the control of aluminum, alcobol,
molasses and =olvents, ootton, flax, hemp, iron and
steel, jute, leather, nonferrous metals, paper, silk and
artificinl silka, sulphwrie scid, fertilizers, timber, and
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weol, Binca the controllers of the various sections act
with a grest desl of independence, and work closoly
with the industries which they conirol, ths prics ordars
issued hove shown coasidsrebls diversity.

In most coses the maomum prices ovigmally es-
tablished were approximately those prevailing at the
time of the price order. Diffarent prices are ususlly
specified for different prodea. For examples, the Weol
Wasta (No. 1) Order contains n tahle showing maximum
prices for 35 different grndes. Grades not schedulad
ars prieed “in proportion,” aceording to trade custom.
Different prices are nlso established for different quan-
titics, in mony cases. For copper, lead, and zine,
additions to the fined maximum prices sre pravided for
orders of less thon 4 tons, and still higher prices for
prders of les than one ton. Somaiimes the maximum
seheduled prices include delivary eost to certain oress
fo. ., the West Riding of Yorkshira or Lanesshirs, for
wool), with provieion that extra tésnsport cosis may
ba ndded for delivery elaewhere.
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Snles to the Clovernment msy be mode at nny price
apreed upon by the Ministry of Supply snd che seller,
irrespective of any price order. When the Govem-
ment beeomes the sole buyer, a3 i hos in the casa of
many important xaw materisls, no new price schedules
sro issued, The Government mey, however, issue lists
of tho prices nt which it sellz.

Food

As the sole importer of food, aad the sole buyer ond
seller at the raw material level, the Ministey of Foced
hes extensive power over ford distribution. In addi-
tion 40 setting its own sellmg prices, the Miniatry
scheduiss maximurn prices at various levels for n great
pumber of foods, including butter, cggs, tes, cheese,
bacon, snustges, meats, lard, fish, potnioes, sugar,
pepper, onions, peas, tomatoes, beans, ywme, dried
fruita, comned fruits, nuis, margarine, ooffee, con-
densed milk, flour, und bread. Individual schedules
are issued for ench commedity, specifying in most coasee
both the wholesale and retall prices. Detailed grade
and vlety <lossifications are wsed; for example, the
bocon order lists 51 differcat prices for different varie-
tiss of bocon and bam. In some coses specifications
ore Inid down as to suthorized sizes and quality. The
scheduled prices include normal delivery nnd servies
chorges; cxtro sorvices requested by tho buyer may be
charged for at rotes which nre somatimes specified in
the order and sometimes covered morely by the require-
ment thet they be repsonable. Credit may not be the
bagis Jor extra charges; rather, the orders semetimes
atate that the prosaribed prices may be reduced by
specifiad maximum discounts for payment within o
certain number of days. This provigion applies, of
course, ouly to those ceses in which the Ministry seis &
prescribed prica rather than & maximum price.

Some geographic price differentisls are established.
Differont prices nre seheduled for Northern Ireland
than for Grest Britain; in soms cnses, e. g., for meats,
the prices tre different for Scotland. Sometimes
extra charges are permitted for delivery beyond 10 or
25 miles from the seller’s establishment. Geographic
price diffeventinis for oranges and rabbits were found
to ba nacessary becauss they did not move any farther
from the ports ov preducing arens than wag necessnry
to sell the entire supply. The country is divided into
seven nrens for diffarential retail prices for tomatoes,
and the Minkstry of Food itself pays the transporiation
costs for fish, from the ports to inlond centers.

The maximum price gchedules do not provide for
different. prices in the vorious kinds of retail stores.
In zome eafes, however, prices have been frozen os
they were in the individusl establishiment on & certain
date. For example, an order effeciive Jonuary 13,
1941, froze prices nz of December 2, 1940, on o long list
of unretioned foods?® Price schedules have subse-
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quently been issued for meny of the items included in
this order, _

Cuontrol of prices in the vertical channel hag not beon
completa. The Food Prica Investigation Commities
reports that speculative middlemen heve inserted tham-
selves in the channel. Goods chsnge hands mony
times without leaving the warehouse. Ip ona cnse
cited, canted zoup, sold by munufncturers at Ge. 6d. &
dogen, went through seven successive middlemen, and
wag rotailed at 14s. 6d. o dogen. Another axample is

Figore 7 —~Inudezea of Prices of Salkected Fooda, Firat of Month,
in the United Kingdom
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canned mmmolade, which, imported at 8%d. a Lin,
retodled obf 8s. 84,4

Manufactured food products bave not been effec-
tively controlled until vecently. ‘Food-substituie
manufecturers bave been nhla to clear extramely high
profits on the sale of such things ns "tea stretchas™
which are 90 percent bicarbonnte of sodp, cgg substi-
tutes mode from flowr and sode, lce-crenm substitutes
which are 88 percent flowr, and aitric-fruit subetitulea
made from diluted citric acid. An oeder issued in
Qctoher 1041, however, bringa the manufasture of food
substitutes wnder license control.

1Tha Food (Ovrrent Priees) Ordee, £, B end O, (145} No. 2. 1o [00d3 in-
lubed] trorm coile, oflad SANGE, cooon o der, ooow Tubter, ohaealdte, anned pnd
bo¢Hod vogatatins, canned pork aud beshy, houey, Ieat and flsh pazics, mest -

bracty, shredded sk, deed paultry, eos, typloees wivd $203, mamronl and apaghettl,
hEspolic, goupa, processod ctwarse, plokled, sovcrs and Telishos, auetard, Jafllos, editle
nuta

1 r'mmm. May F, 1ML
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There iz no one general principle on which food
prices are based. The Minister of Food hae stated
that it is impracticable to lny down sny gencral formula,
because of the great diversity. of trade and. etrcum-
staneeaf Some prices, ne noted above, are frozen ps
of 8 certain doy. In other cases, the Minisier of Food
nrTives at prices and margins by bacgaining with the
trude interests invelved, In this negotintion, cost datn
supplied by the Director of Costings is wsed, but only
as ong ¢onsiderntion. The Commitics of Public Ac-
counts reports that, in general, fond prices have been
set high emough to cover the coste of unfavorably
placed tradera®

The maximum prices are established with due regerd
to the priecs nt which the Ministry aclls to the trade, and
in many esses the Ministry tokes losses on resafe in

Figurs 8, —Indaxes of Coat of Living, End of Month, in the
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order to pormit tha distributors to sell at lower prices.
It iz stated that the Government is spending ot the
rate of £100 million o year on such subsidies. (Totnl
food sules in 1989 were volued ng £1,522 million.] Sub-
gidies have bean especially hesvyy for milk, homa-lilled
mozt, and becon” In some cases, the system of sub-
gidies ia used direetly to control priees; for example, the
Ministry announeced in December 1840 thab it would
pay rebntes on dour, equal to ¥d. par quartern loaf, for
al bread soid ab 4 price not exceeding &d. per quartern,
with the intent that bread then being sold at 8}d.
would be reduced to 845

Noafood Thems—The Price of Goods Ast.

The basic law controlling the pricez of nonfoed con-
sumera’ poods was the Price of Goods Act of 1939, which
gavo the Board of Trade power to eatoblish the prices
charged on August 21, 1839, as basic permitted prices,
subject to adjustment for changes in costs. By an ordor

! Bedoer Committoe o Waflonn! Esperidiivio, Boma of Commons, Rlevonta
Roport, Aupast B, 1940, ,

* Tae Ergrgthfs, Awgoet H, T,

¥ Bnivsoger, Robort T, "Controd of AGrKURamT Priess to the Uniled Kingdom,*

Ferelgn Ayriciliurg, Juoe 1080, p. 175,
¥ Fae Erangmie, Ticteiibor 28, 1M
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in December 1939, the pot was mada applicabie to about
144 groups of lowar-priced iteme of clothing apd house-
hold textiles 2nd wtensils, to fake eifect January 1, 1940,
Not 2l price-ronges wele mvered but only goods sellmg
below designated prices?

The list was broadened in June 1840 to cover almost
oll itemns of the kind hondled by department stores, and
many industrinl goods, including yorn, thread, rope,
twina, leather and leather subatitutes, vnvuleanized
rubber ond 1ubber aubstitutes, domestic furniture,
rudios, gramaphones, eyclea, hardware, cutlery, fabrica
of yarn or thread, textils fabrics, domestic ireromengery
and turnery, floor coverings, chinoware, glosawars, soap,
clocks and watches, boots nnd shoes, slothing, house-
hold textiles, toilet preparations, cosmetics, perfumery,
drogs, stationery, condles, matcheos, electric lights,
gerdsn implaments, hand tools, eandbags, crates, boxes,
bags, cartenz. In this Order, poods of all price ranges
are included.”™ _ ,

Although tha act corferred power to fix prices at nll
levels, it wos opplied chinfly to distributors. A signi-
ficant feature of this price aomérol iz that uniform maxi-
murm prices wers hot sat for all sallers, but speh seller
was required €0 maintain the prices lie cherged on
Augnst 21, 1930 (plus permitted increcses). Hance,
the mm;:-amtwa price structure wae frozen as of f.hat
date, wubject to variatiops for differentinl changes in
cost. The chie{ problems raisad by this type of prica
ponirol have to do with incrensea permitted for n-
creages in cost, the relationship of prices ot different
levals, and the maintensncee of unifrm resale prices
for tmdmmarkad goods.

Tha Price of Goods Aet iteell is mther YREUE on the
gubject of permitted increases, It says “In this Act
the expression ‘permitted increase’ mesns, in relation
to any price-regulnted goods sold . . . i the coursa of
any business, on omouni oot excesding such meresse
ns is rensonably justified in view of chonges in the busi-
oez= . . MUY Inoen appemded echeduls, the follawing
motiers are Jisted az once to bo regarded in fixing per-
mibted inereases: Cost of raw materials and goods, ex-
penses of manufecturing, cost of mainteronce and im-
provement of plant, and rent, inswrence premiums,
woges nng salories and resavnshie romuneration for
pervices, administration wnd establishment expenses,
pensions, benevolent, snd welfare schemes, tustoms
and excise raies, and interest on borrowed money,
transport charges, sales promotion, bad debis, nnd * the
totnl volume of the business over which the uvarha&d
cxpenses thereof fall to ba sprond.”

This langunge would permit the Bonrd to admipiater
the act by review of the costs of individusl firma, or by
maintenance of cither fixed money marging, or fixed
P Pices of loods (Prco Bagulated Ooadt) (o, 1) Ordof, 003, 8. . nd .

:*E:Pﬁmummmmmwnmmmm, Muay 16, 1940, 8. K.and 0,

{1903} Ma. BU5.
" Pring of Coods Acl, 104D, Toud 3 Geo. VL, ch. 118, s2e. 4,
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percentege morgins, At first the Board of Trade
adopted the pohey of fidng deslers’ net profits per
unit, in terme of money amounts. The Board pormitied
incraoges in price sufficient to cover inereased cost of
goods and increnscd operating sxpenses of the business
a# & whole, in proportion to the shore of the total ex-
pansa bormne by that kind of poods before the war, plus
the eame money net profit per unit nz before the war.
Howsever, thiz meant that when costs were rnised the
pereentage of net profit on each unit was decreased.

It wag found to be difficult to enforce this; dealers,
in the main, ot their plriuea as before by uging their
eustomary percentapes of mork-up.  Consequently,
in July 1940 the Board approved o new formula, as
follows:

Permitbed price=pre-war baze prioe4-inersass in ooat
of goods-L-pre-wae parcent of mack-up spplisd to Invronses

in osost of +a further mock-up on the total of the
abave whish wag meéant o cover any Increas i eperating
acat.

According to this formule, merchints are permitted
the same percentage of murk-up ns hefore the wat,
plus an additional percentage to cover incremsed ex-
penses of operation. ¥t might sppear, then, that
profita would be grenter, for the seme percent of mark-
up opplied to o higher cost of goods reaults in & larger
absolute money morgin, per unit of goods, ‘The totnl
effect, of course, depends upon what happens te the
volume of sales, dor if fewer units are sold, total money
gross margin mey be lower in spite of the higher
margin per umit.

Tasxes and insuronce hove mised wmany problems
for distributors’ pricing. Persons helding stocks are
reqitived to pay one-haolf percent & month, or § percent
a year, on the value of goods held, ns & premium for
worrisk insurance, which provides compensation for
merchondise domaged by enemy sction. In the eary
doys of the war, there was much compluint that many-
focturers and wholesalers were passing this cost on to
retailers in the form of & 6 percent rise in prices. The
President of the Board of Trada pointed ont in the
House of Commons that such o charge is improper, for
on stocks thot turn over many times & year, a promium
charge of & percent o year on the average inventory
carcied might represent much less than o & percent
incroase in cost'® The Muliiple Shops Federation, in
Scptember 1939 rocommended to ite membors that they
ahould not accept, on any congignment of goods, o
surcharge of morn ¢han 1% percent on account of war
inguronce

The Purchnse Tax of October 21, 1040, imposes o
tax of 33% percent of the wholestle value on many
noncssential coneumers’ goods. This tax is collacted
of the wholesals Jevol, but is thon pazsed on Eo ratailers,
The Centrnl Price Regulation Committes ruled that
retailers conld add only the amount of the tax to their

2 Daiy Heeatd {London), Beptambat 28, 1080,
B Lamdon Timas, Brpbuuber S5, 1084,
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Priens, thus giving a smaller percontage of mork-up,
o. ¢., 20 pereent mark-up would be peduced to 16 percent
for an item bearing the full 33} pereent tax. Eetailers
contended that the higher pricos would reduse unit
sales, and thus inerease expenscs per unit, The
Committee informed them that if their expense retics
should rise, they could adjust marging according to the
formuls approved by the Bonrd.

A further problem arose when the tax wes imposad,
in that retailars hod stocks on hond on which the tax
bhad not been paid. “The Committee ruled that such
gtoclks should not be rnised in price. Ratailers pointed
out, that this would mean that, with new stoels coming
in on which the tax had been paid, there would be two
prices for the same thing. A solution weas found by
avernging the taxea over the new stocks and the old
stacks.

It hos been noted thet the Price of Goods Aet of 1939
did ngt give the Board of Trede power to fix prices, bot
meraly to designate which goods the individual seller
should mot raise in price without proper justificntion,
Section 5 of tha act, howerer, did parmis the sabting of
uniform permitted prices for all eellers, upen application
of a body of persons reprasentative of the trade.

The purpose of this provision woe to perroit resole
price mointeapnce on trode-morked goods, o practice
which was prevalent in England long before it was
legalized in this eountry by the passage of “Fair Trada”™
laws. It may seem add that in wartime England there
should be any necessity dor regulations prohibiting
price-cutting. Yat as late ns the spring of 1941 the
trodae mogazines were still calling upon the Proprietory
Artivles Trade Associztion to exercise vigilance in mpin-
taining prices nnd margine.™
Nun-ﬂ?‘ﬁl[tﬂmn—Thn Goods and Seevieas (Price Comcral) Act

The Price of Goods Act was supplemented in June
1841 by the Goods ond Bervices Act, which gives the
Boonrd of Trada power to fix maximum prices or moxi-
mann, percentoge morgins of profit for panufacturers,
wholesalers, snd retailers,"” Maximum chatges moy be
fixed for performing services in relation to the goods,
and provision is made for control of the prices of second-
hand goods. Different meximum prices may be set
for goode or services sold by businesses of different
clnases. .

Various loopholes of the original act of 1989 are sug-
gested by the modifications in the new act, Thus,
seation 4 enables the Bonrd o stop the repested ressle
ot the whelesale atage of moods in short supply, with
resulting inflation of price.  This wase possible under the
originol act, inasmuveh s eachk szeller wes permitied io
cover his costs of oparation, and there whs ne cailing on
the price the good could ultimataly attain through sale
and resalo. Clollusion or reciprocity betwéen firms

U T'bo Eeonerofac, Bareh £, 1ML
® 4 smd 5 Gen, VI,
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wouid not be neccsswy in order to give rize to this
practice, for anyone who suecseds in getting a supply of
scarce goods may insert himself in the channel and
resell at enough mark-up to cover his costs, merely
beepuse buyers have dificulty in getting enough goods
throngh the shorter, cheaper chapnel. Accommeodation

snles betwoen wholesalers end between retailers are per-

mitted provided that no inerense in price results.

Provision is alao made for prohibiting the peyment of
gommissions for brolers procuring goods controlled by
Limitation of Supply orders. Thess intermediaries
bring together wholesalers who heve unused quotas and
manufacturers or other wholesnlers whose quotas are
exhausted but whe wish to disposa of jurther goods,
The position of genuine ngents and commersial travel-
lers will not be gffected by this prohibition of com-
missions ¥

Other avasions of the originsl net are puggested by
clause 10 of the new one, which prohibits the wse of
barter tronenctions and the tranefar of poodz by mort-
gages and pladgos for the purposs of avoiding the fixed
price, and clawse 9, which prohibits the snle of price-
fixed poods on o rondition requiring the purchess of
other poods. Tt is illagal to vefuss to sebl price-fixed
goods, or to deny that the seller hna them when he
raplly does heve a stock. TUniform prices set by sellers
under Tesals prics maintensnes eontracts, which were
permittad under the Price of Goods Act, now become
the matsiseem prices,

The chiaf distinction in principle between the Frice

of (ioods Act and the Goods and Services Act 1s thet.

the former froze the prices of each firm nt the level of
that frm's prices on Auwgust 21, 1939 (although per-
mitting increases according o the sbove formuln),
while the latter provides for setfing manmnm scheduled
prices or marging, uniform for 2 sellers in o given clnas,
but making no provision for automotic increases. At
firat the new act was npplied only to certain essential
goods; the Price of Goods Act will continue to apply to
goods not desigacted for maximum prices by the Board.

To dnte, moximum prices and margins have bean
fixod only for apparel made from marked “utility
cloth,” which is produced according to specifications,
end for lnundry service. Maximum prices have heen
set for men's, boye’, and youths' ouder garmente,
women'’s snd maids' cufer gorments, bosiary, Initied
underwear, women's wnderwenr ond nightwenr, nnd
men's overslls, ot the manufacturing, wholessling, and
reteiling levels. Those echeduled prices are owver-
riding maximn, however, In no case must the firms’
mark-ups over cost sxcesd 334 percent for retailers, 20
percent. for wholesnlers, and 4 percent for manufoctirers,
except that manufaciurers are permiited 2 mnrk-up
fover cost of production amnd selling) of 7% percent on
most hosiery, or 5 pervent ¢n women's seamiess hosiery,

The order affecting laundrics wismadaete prevent Lon-

WHBE i Tropared by i Board of Trade f60 the Inkotnokthon of the Fres
1 Qoads and Becvions (Prkne Sontrel) Act, chiosas 1, Bobase, L
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don loundsiss from bringiog ingo effect an anmounced
price rise of 1d, in the shilling. In this case the Bonrd of
Trade fixed the maximum cherges as those obtaining on
Beptember 1, 1041. Hotels wers worned that similar
action would bo teken sgainst them if they attempted
to raise their rates. :

Eafarsement of Frics Coptrol Ocders,

Tnder the Price of Goods Act,. violations were
reported only by the buyers, who were urged to submit
complaints to the loea) price regulation committees.
This form of reporting was found to be insufficient,
poartly bernuse consnmers did not konow what the prices

Flgure ¥.—Indexes of Retall Sakes In Great Britzin, Adjnated
for Seasonal Varlationa
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should be.” Under the now Goods and Services Act,
the moximwm scheduled prices must he posted in thé
atores, In addition, o staff of investigators in now in
the ficld checking vn prices, especially in cases where
consuimers would not be able to detect & violation
beoauss the price might exceed the pormitéed parcent

_of margin whils not exceeding the scheduled mpximum,

The Ministry of Food bos sinee the bsginning re-~
quired thet lists of controlled food priccs he posted.
Moreover, it has had 1,500 control officers in the Beld,
and has besn able to secure 27,371 convictions out of
28,041 prosecutions, to Aunguat 1041,

Appraisal of British Price Control

Tha effectivencss of price control may he judged by
vorions criterin, relative to the purposes of control.
The astability of prices, the trend of profits, and the
effects on production and consamption are all consider-
ntiong thob may be involved in appraisal of specific
price controls.

British controls have not prevented substantinl in-
crenges im prices. Figure 6 shows thnt the wholesala
price index roge 57 poreent from the curbrenk of war
to October 1941, while the rost of living (fg. 8) in-
crensed 28 pereent. About holf of this ineresss oe-
curred in the early months of the war; from Angust to
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December 1930, wholesnle pricss yose 25 percent and
the cost of living sdvancad 12 percent.

During this period only rents were siable, showing
ne rise in the Ministry of Labour’s index. Prices of
ncnfood items ware not controlled at o, for the Price
of Gooda Ast did not go info effeot until Jenuary 1,
1940. On tha other hand, most of the food items in-
eluded in the eost-ofliving index were brovght under
control early, maximum price ordars being issued in
Septernber 193¢ for flour, meat, tee, sugar, conned
salmon, dried froits, potatoes, eggs, hutier, condensed
ik, imported iard, oile md fats, and mergarine,

Deapite this contrel, food prices nereased 30 percent
ot wholeenle nnd 14 percent nt retail. Figure 7 shows
that the prices of mony of the items wers permitted
to rise opprecinbly, even umder control, . The price
orders issued in September pormitted incresses in 1
month of 47 percent for sugor, 19 percent for sggs, and
12 percent for butter, Bacon, cheess, and [resh fish
wers not conizolled during 1934, although bacon prices
increasod 81 percent, cheeze 25 percent, and fish 26
percent. : '

During 1940 prices contimued to advance, the totol
wholesale price index rising sn ndditionnl 19 percent,
while the cost of living rese about 11 percont. Food
prices rose about 18 percent at wholesale, and 7 percent
at retail. In the main, the inoreases in retail food
prices Tepresented changes in the Ministry of Food's
officiol prices, new schedules boing issued frequently 13
supply conditions changed. "For example, prices of
poteioes were raised in July 1940 to » point 122 pereent
ahove the pricea of Soptember 1939, Of the items
ineluded in the Ministry of Labour's jood index, only
fish remutned uncontrolled, and showed en increase of
75 percent by the end of 1040,

In some cases the permitted mcrenses in prices of
eontrolled foods appenr to mdieats u use of tho pricing
mechanism fo accomplish rotioning of goods in ehort
supply, since mony of the price-cohtrolled items wera
not hronght under ration contrel.  To the end of 1040,
the prices of unrationed food inersesed at an aversgo
rate of 1Y times that of the prices of rationed foods.®

Anothor ronson for tha increases in prices of controlled
faode pppears to be that the Ministry of Food attempted
to permit the lesst favorably situated deslors to cover
their costs, even at a reduced velumsa of sales.®® In-
cronses due to this couse were aggravated by the fact
that according to the Mimistry of Food, the number of
food retailers has meronsed greatly since the beginning
of tho war, os individuals hove enfered the retnil foud
trade in arder to supply their fomilies ond {riends ot
wholezals prices.™

Deapite control of non-food consumsary’ goods under
{he Price of Goods Act, retail elothing prices advanced

1 Botmulle, 'T., “*Ohnogos 1o Grocery Bales,” Inalliube of Btathies, Oxicd, Setich,
vlzﬁig.mht. Amgaat B, $H1.
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27 percent during 1940, and an additional 13 percent in
the first ten months of 1941. Increases in pre-rotail
prieces ware passed nlang to comsumers, and doecrenses in
the physicel volume of retail sales were met by increnses
in price. For example, when shoe supplies were reduced
20 percent, refail shoe prices ross cherply. Ketailers
could jusiify the inecretss on the grounda that ovar-
hend expenses par unit of sales were grenter at the
lower volume,” Sines maximum priee ceilings under
the Goods ond Services Acé wers nob isued until
September 1941, it is too early to appraise the results
of thiz chonge in contrel methods.

Despite the continued rise in the prires of nonfood
consumers’ gowds, the general price indexes leveled off
in the first 10 monthe of 1941, &2 o rasult of the move-
ment of the feod coraponents of ths indexea.  Tha total
wholesnlo price ibdex incrensed only 3 percent, to
October, while the cost of living rose o little over 1
percent. Druring this period, food prices incressed
about 2 percent at wholesale, and decroased about 3
percent at rebail, as supplies of food have increased as
& resuld of Loense-Lond ncotivities, and ss control has
bean tightened. The payment of subsidics, mentioned
above, has also been o foctor in the decline in food
prices, since the Ministty of Food van and doss reduce
the price indexea by taking a loss on the resale of
basic foods. :

It must be noted, however, thot the Mimstry of
Labour's cost-of-living index includes only about 20
food items, all of which are now subject to dirent price
control. Moreover, most of these items are rationed ;
the unrationed foods whioh are availabla are not all
price-controlled se yat, and in many casee hova risen
in price comsidernbly mors than the {cod index. The
wvniue of the indexes as mensures of change uhider
wartime conditions is limited because of the shifts in
relative production and sonsumption of different goods.

Table 1~Annual Profica of Bricish Firme Reporting in
Yarivus Quacters
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The Trend in FroGts.
Tha effect of price controls on profits furnishes o tost
of one of the purposes of control, which is to prevent
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wartime profitecring.  British prioe sontrol bogs been
effective in retarding general inflationary increases in
profits, but has not wctually reduced profits. Table 1
indicates that British firms {(of all types) reporied
slightly grenter total profits for fiscal years ending in
each quarter of 1940 aond 1941 than for the proceding
Fomls, €. 2., fivms reporting in the third guarter of 1821
showed totnl profils of £00,720,000 for the fiacal
year ended in thot quarter, while the profits of these
same firms had been £87,480,000 for the yoor
anding in the third qvarter of 19¢40. Firma reporting
in the fourth quarter of 1940 showed total profits of
£74,685%,000 for what was approximaicly the first year
of wor s comparcd with £65,267,000 for the previous
yvenr, Thoese figures me for profite before taxes, which
ia the significant test of the effects of mice control,
In mesk coses, of course, ingreased taxation reduced the
net profits available for distribution to stogkhaldera.

Tale 2. —Proflts of Retall Enterarises, Great Britain

Mat profty oier o
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Profits of various lines of retail trode are shown in
table 2, the firms being selected so that the fiscal years
eovered hy their reports approximately coincide with
the calendar years showvm. Totinl operating profits of
31 fiome were slightly greater in 1940 than in 1939,
Tha mamienomes of vetail operating profits thus shown
ig directhy rolated to the operation of the Price of Goods
Apnt, for as physical volume of soles decreased ae o
result of elortages of supply, merchunts were allowail
by the Bosrd of Trade's price formuln to incrense
prices sufficiently to maintain the money volume of
sales and the sggregate net profits. Figure 9 shows
that throughout the war period the value of retei
sales has been remorkably constant,. In view of the
necassnry decreases in physical wolume, this result
could have been achieved only through increnses in
prices.

During 1941 there has been o slight downword
movement in the value of retail seles. Moregver, in
the second guarter of this year retail firms reporting
their prefits showed a decline for the first time since
the boginning of the war: £6,507,123 for the year, as
compared with £8,756,9534 fov the year ending in the
second quorter of 1940. Impositivn of price ceilings
under the Goeds wndd Services Act mey cavse 8 further
decrense in the value.of sales and in retail profits.

SURVEY OF CURRENT BUSINESS
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An offseiting factor may be the new “Location of
Rotail Busmessos Order,” P which will restrict the
opening of new refeil astores. i, I conacquonce of
axpected rotail mortality, o amaller number of firms
results, surviving firme may be able to maintain profit
through insresses in sales wolume. Tt is possible, also,
that sven at siable prices the total value of sales mey
not continue to decline beenuse tha n&duetmn it physical
volume moy have reached its limit,

Gonclasion

Direct price control has bacome progressively mors
important in ite sffect on the general price level in
Great Britain, During the period of tha preatest rise
in prices, in the egrly memths of che war, direst controls
were opersting only on raw makerisls and industrint
goode, and on & amall number of food itams. It seems
unliizely, howsver, that the price advance eould have
been stemmaed by o wider or more stringent application
of price orders, for the grontest inerensen took ploca in
raw materinle, ymost of which were imported. Higher
import prices wers ecoused by deprecintion of the
pound stering, rising wordd prices, and inerenses in
the cost of shipping and insurnnes. Thess iactors
heve been brought under control by stabilization of tha
exchanga rotes, requisition of British vessels hy the
Governmens, and long-term purchase contracts with the
aterling aren countlies. These conteacts and the Leose-
Lend Program, bave been of extreme importance in
reapect to stahi]jznt.iun. of the price level in Great
Britoin, in view of tho fact thot imports are 50 vital in tha
British econemy.

Increased Government BBCandltrtllBﬁ, particulordy
aftor the falt of France, were the basic enuse of forther
substantial price rises in 1940, Increased civilian pup-
chasing power wag expended on a volume of consumers’
goods that bad been reduced through Gerernment con-
trol of raw materinls and foodstufis, and the Limitotion
of Bupplics (hdere. TFiscal policy waa directed ab
okzorbing the incrensed purchasing power through
taxntion and savings, but private individuals were left
with sufficient income for larger parsonal expenditures.
Direct price controls did not, during 1940, prevent the
price incronsca that resuléed from the insufficiency of
fiecal contrels.

It appents, however, that increosed sh‘r.ngmay of
direct priec control npd the use of Inrge subsidies hove
played o significant [peré in stabilizing the prica level
in 1041, The leveling-off of the price indexes sannot be
entirely attributed to fiscal control, far thera iz svidence
that some inflationery gap mey yal remoain.  Although
it ia true that there hns been voluntary limitation on
spending, arising from an incresged desire for hiquidity
and from reeponse to “apend less” campaigns, 1t scems
likely thot without direct price controls the present
stobility of the price indexes would not have been
achisved.
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